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KEY ECONOMIC INDICATORS 


All values in million U.S. $ Official Exchange Rate 
unless otherwise stated U.S. $1.00 = & 25.00 


A B Cc D 
1970 1971 1972 1973 


INCOME AND PRODUCTION 
1 GDP at current prices 40,109” 47,910" 59,000" 
(million sucres) 3 
GDP at,constant 1965 28,466" 31,252” 33,500 
prices 
Per capita GDP. ,Current 251 290 
Prices (dollars) 
Gross Fixed Investment 24.1 20.4 
as % GDP 
Production of Some 
Major Items: 
Crude Petroleum (million 
barrels) 
Petroleum Products 
(million barrels) 
Elec. Power Gen. 
(million kw-hrs) 
Cement (thou. metric tons) 
GDP by Sectors 
(million sucres) : 
Agriculture 
Mining and Petroleum 
Manufacturing 
Construction 
Public Utilities 
Transportation, Storage, 
and Communications 
Wholesaling and Retailing 
Banking and Insurance 
Property rentals 
Public Administration, 
National Defense and 
other services 





II MONEY AND PRICES 

l Money supply (Mil.s) 
(Dec. 31) 

2 Public Debt Outstanding 
(Mil sf end Dec.) 
External Debt (end Dec.) 
External Debt Service 
Ratio 
Max. Legal Interest Rate 
(Comm. Banks) © 
Consumer Price Indices 
(Yearly Average) 
Quito (1965 = 100) 


7 
Guayaquil (1967 = , 


100) 


5,465 
11,014 


241.5 
12.1 


12 


III BALANCE OF PAYMENTS AND TRADE 


Int'l Reserves 

Net (end Dec.) 

Balance of Payments, 
Basic Bal. 

Export Licenses Granted, 
FOB ' 

U.S. Share, FOB 

Import Licenses Granted, 
CIF? 

U.S. Share, CIF 

Export of Major Items: 
Petroleum and Products 
Bananas 

Coffee 

Cacao 

Seafood 


6,118 


11,819” 


260.8 
16.5 
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232.3 81.6 


70.0° -27.0 


33255 76.6 


nea. 
515.9 


nea. 





Embassy estimate for Calendar Year 


Preliminary 


Factor cost; Central Bank is in process of revising national 
accounts 1960-72. 


National Planning Board estimates real growth 1973 at 11.9%; 
this estimate appears to value petroleum exports at current prices. 


Estimate; values petroleum exports at 1965 prices. 
November 30 
November 30, 1973 to November 30, 1974 


Legal Rate. Effective rates, which include taxes, vary from 
14-18 percent depending on length of loan. 


Source: National Institute of Statistics of Ecuador 
Current Account plus long-term capital. 


Import licenses granted are only a rough indicator of imports, 
since some imports do not require licenses and some licenses 
are not liquidated. 


Source of Data: Central Bank of Ecuador unless otherwise specified. 





SUMMARY 


Ecuador, the newest oil baron of OPEC, has the money if you have 

the goods and can provide the service. Anticipated 1974 petroleum 
production is worth over $1,000 million dollars at January 1974 
prices, an astonishing sum for a country whose GNP was less than 
twice that in 1972. All of the indicators of prosperity - national 
product, foreign trade, international reserves, government revenues, 
consumption, investment - are being swollen by the petroleun bonanza. 
Imports in 1974 should surpass those of 1972 by at least 75 percent. 


The steep rise of petroleum prices in 1973 was a great stroke of 
good fortune for one of the less developed countries on the South 
American continent. Resources are now available to breathe life 
into the laggard agricultural sector, and the nascent manufacturing 
sector, which has made good strides during the past half decade, 
should progress rapidly during the next few years. Ecuador now has 
the counterpart to supplement loans from international financial 
institutions. The country should be able to move ahead with high 
priority projects of the 1973-77 Five Year Plan in the areas of 
economic infrastructure and basic industries. 


The greater prosperity in prospect for Ecuador presents the United 
States an excellent opportunity to expand export markets in all cate- 
gories. The need will be greater for design, engineering, construc- 
tion, and financial services for both the public and private sectors. 
Some attractive investment opportunities exist, including ventures 

in partnership with Government entities. 





Current Economic Situation and Trends 


The boom in petroleum prices has given Ecuador an excellent oppor- 
tunity to gain ground on its Andean neighbors in terms of economic 
development. Ecuador has enjoyed a healthy rate of growth, 8-9% 
annually in real terms, since the end of the 60's, but in 1973 the 
picture brightened immensely. At the prices and production rate 

of January, 1974, petroleum output would be worth more than $900 
million a year and would yield over $600 million in government 
revenue. The chief implications of this new-found wealth are that 
the balance of payments ceases to be a constraint on public or 
private investment plans for at least several years, and the Govern- 
ment of Ecuador has the resources to fund priority development pro- 
jects, undertaken on its own or in conjunction with international 
financial institutions. Given the prospect of greater prosperity, 
Ecuadoreans are taking full advantage of the opportunity to invest, 
build and consume, and thereby they have begun to make the potential 
a reality, especially in the major cities and at least among better- 
off sectors of the population. 


Petroleum has swiftly assumed a commanding position in the Ecuadorean 
economy through its impact on government revenues and foreign ex- 
change earnings, although its direct effect in terms of employment 
and linkages with other sectors is not great. Texaco-Gulf expects 
1974 production to be only slightly less than the trans-Andean 
pipeline capacity of 250,000 barrels per day, and in 1975 the conm- 
pany may raise production and pipeline capacity to around 350,000 bpd. 
Net crude petroleum exports should exceed 200,000 bpd in 1974, and 
the net favorable impact on the balance of payments would be close 

to $700 million at present prices. At Government of Ecuador request, 
Texaco-Gulf has agreed to negotiate the sale of a 25% participation 
in the company to the Ecuadorean State Petroleum Company (CEPE). 


Apart from Texaco-Gulf, little petroleum has been discovered that 

is of commercial quantities and quality. Three other foreign-owned 
groups remain exploring in the Oriente (Amazon) region of Ecuador, 
and only one, U.S.-owned Cayman, is likely to enter production on a 
modest scale within the next few years. Most of the former con- 
cession acreage in the Oriente has now reverted to the State, either 





in compliance with the 1971 Hydrocarbons Law or voluntarily follow- 
ing unsuccessful exploratory efforts. CEPE plans to retain certain 
more promising areas for exploitation on its own and may bring a 
small structure, formerly part of the Texaco-Gulf concession, into 
production. Regarding the remainder of the Oriente, CEPE is seek- 
ing foreign state and private firms to explore and develop parcels 
in association with itself. This area is being put up for inter- 
national bidding in 15 lots of 200,000 hectares each. With petro- 
leum prices sky high, there is considerable apparent interest de- 
spite the express Ecuadorean policy of retaining the lion*s share 
of any profits for itself. In addition, Ecuador has recently 
entered an agreement with Romania which may lead to joint CEPE- 
Romanian projects of several kinds. Thus, while activity may re- 
sume, exploratory work has ceased for the time being, and optimum 
production from the known fields is probably not much more than 
400,000 bpd. 


Petroleum revenues have greatly eased the government's fiscal situa- 
tion. At January 1974 prices, revenues from petroleum alone would 
exceed $600 million in 1974, and total government revenues could 
be 24 times those of 1972. Income of this magnitude far exceeds 
the government's ability to spend without accelerating the pace of 
inflation. Nevertheless, in view of the country's great needs, 
the government plans to expand the public sector by about 30% in 
1974. Whereas the Central Government incurred a deficit of $21 
million in 1972, it ran a small surplus in 1973 and could have a 
surplus exceeding a hundred million dollars in 1974. Therefore, 
in December 1973 the government created a National Development 
Fund to receive a substantial portion of petroleum revenues for 
purposes of investment in priority projects of the 1973-77 Five 
Year Plan. The Esmeraldas petroleum refinery, on which construc- 
tion should begin early in 1974, will be financed in large part 
domestically from the National Development Fund. 


The balance of payments situation has never been brighter. Accord- 
ing to preliminary Central Bank figures, the merchandise trade 
balance was slightly negative in 1973, but the basic balance 
(current account plus long term capital) was positive by about 

$70 million. Exports shot up from $323 million in 1972 to $550 





million in 1973 (preliminary data) and could surpass $1,200 million 
in 1974 if petroleum prices hold at January 1974 levels. Strong 
coffee and cocoa prices gave traditional exports a boost in 1973, 
and non-traditional exports (apart from petroleum) increased more 
than one-third. Foreign exchange reserves, only $25 million 
December 31, 1971, rose to $128 million in 1972 and $232 million 

at the end of 1973. 


In response, Ecuador has progressively dismantled import barriers. 
The prior import deposit requirement was abolished entirely in 
February 1973, and reductions or exemptions from import duties are 
available to investors under a number of laws. Most recently agri- 
cultural machinery and supplies received duty-free status and exemp- 
tion from the 4% sales tax. The liberal import regime applicable 
to most goods, coupled with buoyant demand, should have a highly 
stimulative effect on imports in 1974. Imports increased about 

33 percent in 1973 (balance of payments basis) and could rise more 
sharply in 1974. In recent years, U.S. exports to Ecuador have 
been strongest in the areas of machinery and electrical equipment, 
base metals, transport equipment, chemicals, and paper. 


The sucre remains one of the strongest currencies in Latin America. 
The official and free foreign exchange markets are in effect unified 
under a February 1973 commitment to the IMF. For petroleum trans- 
actions the official buying and selling rate is 25 sucres per dollar 
plus a 0.25 sucre service charge. For non-petroleum transactions, 
the Central Bank will buy dollars at 24.80 sucres and sell at 24.95. 
Central Bank policy is to intervene in the free market to maintain 
the rate within 1 percent of 25 sucres. All foreign exchange trans- 
actions for the purposes of foreign trade and direct investment must 
take place at the official rate. 


Although the petroleum windfall augers well for the next several 
years, Ecuador remains a country with severe economic problems. The 
worst is agriculture. For years production in the agriculture and 
livestock sector has lagged behind population growth. Consequently, 
much of the 60% of Ecuador's population that is rural live in condi- 
tions of economic depression. The Government has made resuscitatio 
of agriculture one of its top priorities. An Agrarian Reform Law 





promulgated in 1973 strikes a balance between extensive authority 
vested in the Agrarian Reform Institute (IERAC) to expropriate 
inefficient holdings and incentives to landowners to devote full 
time to agriculture and increase efficiency. The Ministry of 
Agriculture is formulating programs under which it forsees as much 
as $400 million of public and private investment in agriculture 
and related infrastructure during the next several years. Among 
the various programs and incentives are major irrigation and land 
use projects with international funding, relief from import duties, 
a requirement that commercial banks devote minimum percentages of 
their portfolios to agriculture, possible subsidization of fertil- 
izer production or imports, etc. These efforts can be expected to 
have an effect over time. 


A related problem is that of inflation. Rising food prices, plus 
shortages of industrial and construction materials associated with 

a higher rate of economic growth, were the chief elements in an 
inflationary situation that became serious but not yet insuperable 
in 1973. Inflation appears to have outpaced the wages of lower 

and middle income workers in 1973. In April 1973 the Government 
established a Superintendency of Prices to deal directly with in- 
dustrial and agricultural prices. The Superintendency's present 
small staff does not permit it to make full use of the extensive 
powers granted to it, but in the future the Government may be more 
active in fixing prices. The Government raised minimum wages in 
late 1973 but to date has resisted general wage and salary increases 
in the hope of avoiding institutionalization of a wage-price spiral. 
The pillars of anti-inflationary policy have been freer trade, tax 
relief, and enhanced investment incentives, plus somewhat greater 
control over credit expansion. Thus the thrust of this policy is to 
grapple with inflation without stifling economic growth. 


The military Government has enjoyed good fortune as well as some 
successes in its economic and energy policies thus far. President 
Rodriguez Lara has often stated that the Armed Forces will retain 
power until completion of its 1973-77 Five Year Plan. At this 
writing there is no serious challenge on the horizon. The outlook, 
therefore, is for political stability in 1974 and continuity of 
economic policies. 





Implications for the United States 


The unprecedented growth of Ecuador's import capacity combined with 
a liberal import regime and essentially stimulative economic poli- 
cies present the United States with a diamond-studded opportunity 
to expand markets in Ecuador. Ecuador is one petroleum exporter 
whose import needs are so great that its foreign exchange earnings 
will be spent, even if not all in the same year. Demand will pro- 
bably be strong in all categories of imports. One of the con- 
straints upon imports in 1973 was the difficulty of locating sup- 
pliers of certain items - steel, cement, certain petrochemicals, 
fertilizers, even heavy equipment for agriculture and construction. 
In 1974 U.S. suppliers will be in a good position to satisfy far- 
reaching modernization programs of the Ecuadorean Armed Forces. 


The next few years could be an exciting period in the development 
of economic infrastructure and basic industries. Large scale pro- 
jects in the areas of electrification, road and airport construc- 
tion, agriculture and livestock development, agro-industry, ports, 


fishing, cement, petroleum refining and petrochemicals are in 
various stages of preparation. Ecuador will need feasibility 
studies, engineering and design services, construction work, equip- 
ment and financing. Much of this work will be undertaken with the 
assistance of international financial institutions. 

4 
Ecuador welcomes foreign investment on its own terms, which in some 
ways are stricter than Decision 24 of the Andean Pact. Most new 
large scale investment in the extensive area of natural resources 
(hydrocarbons, mining, fishing) is reserved in practice for State 
or mixed enterprise. The same is true of certain basic industries 
such as steel, cement, public utilities, and petrochemicals. The 
structure of the mixed enterprise or association agreement can vary 
among and within industries. Although there is not a great deal of 
experience on which to judge, it appears likely that participation 
in a mixed enterprise can be profitable and may be more secure than 
wholly-owned foreign investment. Petroleum is a case apart; in 
this area, Ecuadorean policy is consistent with that of its OPEC 


partners, to adjust relations with foreign oil companies as condi- 
tions allow. 





In most other areas, foreign investment may be wholly owned or 
joint with private Ecuadorean capital, although there are some 
advantages to the latter. Ecuadorean law does not discriminate 
against foreign investment, nor does it provide special incentives. 
The Government has extensive powers to regulate foreign trade and 
investment and can change the rules of the game at will. It is 
sometimes severe in dealing with what it considers to have been 
fraudulent acts. Nevertheless, some U.S. investors will find that 
Ecuador offers a potential for profitable ventures. 
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